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The GM-UAW Contract—Editor’s Note 


SO GREAT is the significance of the contract signed recently 
between the General Motors Corporation and the United Auto- 
mobile Workers that the Michigan Business Review considers 
it especially appropriate to present the two statements that 
follow this note. 


In these statements, representatives of the two contracting 
parties present comments on the contract, together with some 
indication of their philosophies with respect to management- 
labor policies in an expanding economy. 


The outside observer cannot but be impressed by the contract, 
by the circumstances in which it was negotiated, and by the 
implications of its provisions. An extremely long statement 
would be necessary to do justice to all of these aspects. More- 
over, the statements from the two parties speak for themselves, 
and spea: iucidly, definitely, and harmoniously. Nevertheless, 
it may not be inappropriate to mention, in barest outline form, 
some of the significant aspects of this notable contract, as seen 
by a third party. 


1. The manner of settlement. This contract was negotiated 
without industrial strife. Everyone deplores strikes; they repre- 
sent a loss to the parties, to third parties, and to the nation. 
It is encouraging, therefore, to see this contract signed without 
interruption of work. 


2. The duration of the contract. The five-year length of the 
contract is unusual. Only a handful of the more than 50,000 
labor-management contracts in the United States run for more 
than one year. It would appear that union-management rela- 
tions in the General Motors Corporation will enjoy an excep- 
tionally long period of stability. 


3. Status of union-management relations. The previous GM- 
UAW contract contained nearly 200 paragraphs. The new con- 
tract renews about 165 of these paragraphs with no changes. 
Many of these unchanged clauses deal with the powers and 
obligations of the respective parties, the functions of manage- 
ment and of the union, and their relations and dealings with 
one another. The renewal of so extensive a group of provisions 
indicates that in these important matters pertaining to “indus- 
trial government,” the status of management-union relations 
has achieved a high degree of stability and satisfaction. 
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4. Union security. This contract establishes a slightly modi- 
fied form of the union shop, and in this regard grants the union 
much greater security than did prior contracts between these 
parties. Experts point out that lack of a feeling of organiza- 
tional security is often a cause of friction in labor relations. 
Conversely, assistance to a union in the maintenance of its 
membership is said to promote more factual, reasonable, and 
farsighted conduct by the parties with regard to each other. 


5. Worker security. The contract provisions with respect to 
pensions, permanent and total disability after age fifty, and 
medical and hospital insurance, should go far to assure ade- 
quate retirement incomes for General Motors’ employees and 
to assure them of financial help in meeting the occasional 
catastrophic expenses caused by serious illnesses or accidents. 


6. The purchasing power of hourly wages. The contract con- 
tinues the provision for an automatic upward adjustment of 
wage rates if the cost of living rises, and also puts a floor under 
wage rates if living costs decline. The workers, therefore, are 
protected against a drop in real wage rates, if the forces in the 


nation’s economy as a whole should turn out to be inflationary. 


7. Wages, prices, and productivity. The contract recognizes 
that increased productivity is the basis for increased real wages; 
and that workers are entitled to share in the gains of industrial 
progress. In general, if money wage rates advance faster than 
worker output, the result is likely to be a rise in the prices of 
commodities. The price rise offsets some of the wage rise, and 
the rise in real wage rates then is limited to the increase in 
actual physical production. 


This contract provides for annual wage increases paralleling 
the expected growth in output per man-hour in the economy 
as a whole. There is, therefore, no inflationary impetus with 
respect to the prices of the end products. On the other hand, 
the contract does assure an increase in real wage rates to em- 
ployees in General Motors Corporation, and there is no such 
assurance of increase in real rates of return to investors. It is 
to be hoped that the return to the Corporation’s stockholders 
will be large enough to encourage the continual increase in 
capital facilities that a progressive industry needs. 


It is, of course, too early to appraise all of the results and reper- 
cussions of this contract. That it is a momentous agreement is 
clear. Operations under the contract will be watched with great 
interest by a very large number of persons. 
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significance of contract provisions 


technology and wage increases, 
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Five Years of Industrial Peace 


rm five-year agreement between General 

Motors and the UAW-CIO, assuring five 
years of industrial peace, was concluded on 
May 23, 1950. Such an agreement, settling 
all matters for so long a time, is unique and 
unprecedented, and apparently was so un- 
expected that many people have asked us 
what the big story behind it is, wondering 
how so much ground could be covered so 
quietly without pressure bargaining, wonder- 
ing what motivated the parties, perhaps won- 
dering how a big union and a big company 
could move so far forward so fast. 

As a matter of fact there is quite a story 
behind this agreement, and it goes back far 
beyond the relatively short period of the re- 
cent negotiations. It is the story of building 
up good, workable relationships with the 
unions based on reason and experience over a 
period of years. For our part, we have tried 
to keep in mind not what might be expedient 
from a short-range viewpoint, but what is 
right and fair for our employees and the 
Corporation now and in the years ahead. The 
five-year agreement could not have been 
reached except for the progress made two 
years ago in adopting a formula for fair wage 
determination, and if the UAW-CIO had not 
thus demonstrated its sincerity and responsi- 
bility in carrying out agreements. 

Our thinking behind this agreement is that 
we want all jobs in General Motors to be good 
jobs. We want our employees to want to work 
for General Motors. Only in that way can 
we continue to make the kind of progress we 
have made in the past and build quality 
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products for our customers. On this last de- 

pends the progress of everyone connected 

with the business—stockholders, dealers, sup- 

pliers as well as employees, and the unions. 
The Basic Principles 

The present agreement, therefore, is based 
upon experience, logic, and principles rather 
than on pressure propaganda and force. The 
principles are important and, we believe, can 
be applied generally. They are: 

1. That it is logical, fair, and reasonable 
to maintain the purchasing power of an hour’s 
work in terms of goods and services the em- 
ployee must purchase in his daily living. 

2. That all Americans look forward to im- 
proving their condition, and that workmen 
along with other citizens are entitled to share 
in the advancing prosperity of the nation. 

3. That the way to advance the nation’s 
prosperity and achieve higher standards of 
living for all is through science and tech- 
nology, taking advantage of better tools, 
methods and organization, and substituting 
machines and power for human backs. 

4, That to produce more with the same 
amount of human effort through technological 
improvement is a sound economic and social 
objective that discards the false philosophy 
of made work, featherbedding, and the er- 
roneous idea that machines take the bread out 
of the workmen’s mouths. 

5. That insecurity worries people and that 
it was reasonable for the Corporation to assist 
employees in acquiring life insurance, sickness 
and accident benefits, hospitalization and 


- 


surgical coverage, and pensions to protect 
them to the degree possible against the indi- 
vidual hazards of life. 

6. That cooperation and peace rather than 
strife and industrial warfare will best pro- 
mote the prosperity of the employees, the 
company and all the people and even 
strengthen the nation. 


Highlights of the Agreement 

The highliglits of the agreement are: 

1. A five-year term expiring May 29, 1955, 

without reopening by either party for any 
cause. 
2. A cost-of-living formula by which wages 
are adjusted each three months in line with 
changes in the Consumer Price Index of the 
U. S. Bureau of Labor Statistics. 

3. An improvement factor of 4 cents per 
hour added to all wage rates starting May 
29, 1950, and annually thereafter. 

4. Recognition by the parties that higher 
living standards depend upon technological 
advancements and the cooperative attitude of 
all parties in such progress. 

5. A sound, funded non-contributory pen- 
sion plan integrated with federal social secur- 
ity. 

6. An insurance package, for which the 
Corporation pays approximately one-half the 
cost, covering group life insurance, paid up 
insurance upon retirement, sickness and acci- 
dent benefits for all employees, and hospitali- 
zation and surgical coverage for the em- 
ployee’s family as well as himself. 

7. Increasing the vacation pay of em- 
ployees with 15 years service or more from 
the 80 hours pay they previously enjoyed to 
120 hours. 

8. An additional increase of 5 cents per 
hour for certain skilled jobs. 

9. Union security which resolves the prob- 
lem of a union shop in a practical and work- 
able manner. 

10. Retention with little or no change of the 
main clauses of the previous agreement such 
as those dealing with Union recognition and 
responsibility, management’s rights and obli- 
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gations, grievance procedures, seniority, work 
standards, promotions and transfers, and the 
impartial umpire. These provisions, tested 
through years of experience, have been found 
to be fair and workable. A number of minor 
changes in contract language were made in 
other provisions to improve the agreement to 
the benefit of all parties. 


The Sound Approach 


Unfortunately, in collective bargaining, one 
party or the other too often tries to gain an 
advantage—a bargain. The sound approach to 
collective bargaining is to work out an agree- 
ment that will clarify the rights and respon- 
sibilities of the parties, and operate to the 
advantage of both. 

When we started the negotiations which led 
to this agreement, we frankly discussed what 
kind of agreement the parties would try for 
and how we would go about it. Would we try 
for a pattern agreement for two or three years 
with annual reopenings on wages and per- 
haps other economic considerations, or would 
we make the effort to settle all matters for a 
much longer period of time? We said that for 
the ordinary kind of pattern agreement, ob- 
viously we would not try to undercut the eco- 
nomic considerations recently agreed to in the 
automotive industry, especially those obtained 
in the Chrysler UAW-CIO agreement after a 
long strike. 

On the other hand, the Union and our em- 
ployees could not expect by ordinary collec- 
tive bargaining to obtain benefits very much 
greater than had been obtained recently from 
other corporations in the industry. However, 
we said that, based on some of the principles 
we established two years ago, a really con- 
structive agreement of an entirely different 
kind was possible and we would be willing to 
do our best to work out such an arrangement. 
This gave us an unusual opportunity to do 
the kind of things we thought we would like 
to do in the next five years for our employees, 
to promote both their welfare and the welfare 
of our business. This is how the five-year 
agreement came about. 
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Wage Rates and Purchasing 
Power 


The cost-of-living formula by which wages 
are adjusted each three months is a continua- 
tion of the same principle used in the 1948 
agreement, applied in the same way. This 
provision protects our employees against in- 
flation, but in itself is not considered to be 
either inflationary or deflationary. Inflation 
depends upon money supply, the fiscal policies 
of our federal government, credit policies of 
banks and finance companies, lack of produc- 
tion created by wars, strikes, export policies 
or partial crop failures, none of which the 
employees or the Corporation have much to 
say about. 

The annual improvement factor of 4 cents 
per hour is an increase of 1 cent per hour over 
the 3 cents provided for in the 1948 agree- 
ment. It is approximately 21% per cent of 
average wages. Many people think it was 
based on what we expect or can achieve in 
General Motors. This is not so. The 2% per 
cent annual improvement factor is approxi- 
mately what we have been able to achieve, 
on the average, in our country during the last 
fifty years. The rosy forecasts of the future 
made by many economists and other persons 
are based, if there is any hope of their realiza- 
tion, on this same technological improvement. 

We in General Motors have subscribed to 
what we think is the average of what the 
country can do. Of course, we hope to do 
better ourselves and, in addition to raising 
real wages, continue our past policy of im- 
proving our products and reducing our prices. 
We are certain that small businesses have just 
as great an opportunity to improve their effi- 
ciency and their operations and take ad- 
vantage of modern knowledge and technology 
as we have. In many instances, they have 
greater opportunities, because they are not 
quite so far down this road. This applies even 
to digging ditches, as the improvement in our 
modern American ditch digging equipment 
over the old pick and shovel is enormous. 
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Technology and Wage Increases 


This principle of annual improvement in 
real wages based on technology we also hold 
to be neither inflationary nor deflationary. It 
does share promptly with workmen part of 
the fruits of technology. Unit costs would be 
maintained since productivity would increase 
with wages. Therefore, no price increase 
should result from such wage increases. On 
the other hand, the purchasing power would 
tend to be stabilized instead of increased, as 
would be the case if wages were held down 
and prices reduced. 

We believe full recognition by both parties 
that higher living standards depend upon tech- 
nological advancements and the co-operative 
attitude of all parties in such progress is a 
significant step ahead in labor-management 
relations. if there had been recognition of this 
principle in the agreements between the rail- 
roads and their unions, there would have been 
no strike over the second fireman on diesel 
locomotives. 

The contract says: 

“The annual improvement factor provided 
herein recognizes that a continuing improve- 
ment in the standard of living of employees 
depends upon technological progress, better 
tools, methods, processes and equipment, and 
a cooperative attitude on the part of all par- 
ties in such progress. It further recognizes the 
principle that to produce more with the same 
amount of human effort is a sound economic 
and social objective.” 

Both parties completely accept the principle 
of progress including the use of machines, 
mechanical power and better organization, 
better working conditions, and better arrange- 
ment of the work in order not to waste human 
effort. If the people of our country really 
understand this principle and stick to it, and 
are willing to work for the things they would 
like to have just as they have been willing 
to do in the past, I have no worries about our 
country being able to stand the costs of the 
pensions, insurance, and high wages. 


Insurance and Pensions 


Both the insurance package and the pension 
plan were worked out in order to assist em- 
ployees in protecting themselves against the 
individual hazards of life. All parties recog- 
nize that such benefits mean some additional 
accounted cost, but no one can be sure to 
what degree these costs will be recovered 
through less sickness and absenteeism and 
through better morale and a cooperative atti- 
tude on the part of the employees. 

Many people have held that individual 
employees should pay for such benefits direct- 
ly themselves from their wages, but the plan 
we have worked out will help employees ac- 
quire such benefits at probably lower cost 
than they could do it for themselves. Our plan 
should mean that practically all employees 
are covered by these benefit plans. 

We often forget how hard it is for the aver- 
age workman to save money for a rainy day 
or for his old age. We have millions of sales- 
men abroad in our land trying to entice these 
same workmen to spend every last dollar they 
can get their hands on. It is important that 
they should spend for what they need, or feel 
they should have, and still have reasonable 
security. Basically, they are the customers as 
well as the producers who maintain the econ- 
omy of our nation. 

Increased vacation pay for employees with 
fifteen years or more service, and the paying 
of one-half of the hospital and surgical cover- 
age for the employee’s family as well as him- 
self, gives added recognition to our older and 
more experienced employees. The additional 
increase of 5 cents per hour for certain skilled 
trades carries out this same idea. 


Union Security 
We believe the union security provisions 
which resolve the issue of the union shop are 


practical and workable, and reasonably carry- 


out the intent of our present labor laws as 
well as the wishes of the majority of our em- 
ployees affected. They should .enable the 
Union to carry out more effectively its re- 


sponsibilities under the agreement, while at 
the same time, they provide job protection to 
the minority of our employees who for reasons 
of their own do not desire membership in the 
Union. In certain labor circles there is con- 
siderable discussion over these provisions of 
our contract as to whether we did or did not 
have a union shop. The important thing is to 
have the union security provisions worked out 
in such a way that they reasonably protect 
individuals against union purges or the abuse 
of unionism. A workman’s job cannot be taken 
away from him because he has gotten into a 
political tangle with his union. 
Operating Provisions 

We put a great deal of value as a practical 
matter on the contract language of the agree- 
ment. Many of the important provisions of 
the contract have been maintained with little 
or no change for more than ten years. They 
are very important, from our point of view, 
in maintaining efficiency and discipline in our 
plants and avoiding misunderstandings and 
work stoppages. They provide for fair work 
standards and fair treatment of employees. 
They recognize the basic principle that all 
individuals have a right to a hearing over any 
grievances they may have regarding their 
work. I would recommend that those who are 
interested, or who have the practical problem 
in their own businesses of working out agree- 
ments with unions, should give at least as 
much attention to the contract provisions of 
our agreement as they do to the more dra- 
matic wage and benefit provisions. 

We do not expect this agreement to set a 
pattern of so many cents per hour increase, 
or of so many dollars a month in the form of 
a pension at retirement, nor in the form of 
certain kinds of insurance benefits intended 
to improve the health of the worker and his 
family, but it is our hope that this agreement 
will set a precedent for constructive bargain- 
ing based on principles that will insure in- 


- dustrial peace and prosperity and minimize 


strife and industrial warfare. 
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Stability of industrial relations, 
higher wage rates, pensions, sickness 
and disability benefits, modified union 
shop, in an expanding economy. 


The GM-UAW Contract 
as Seen by the Union 


(This statement was issued by Walter P. Reuther, UAW-CIO president; John W. Liv- 
ingston, UAW-CIO vice-president; and T. A. Johnstone, director, UAW-CIO Gen- 


eral Motors department.) 


The UAW-CIO has reached a historic 
agreement with the General Motors Corpora- 
tion which the Union regards as the most sig- 
nificant development in labor relations since 
the mass production industries were organized 
in 1936-37. 

The new agreement provides an immediate 
19 cents an hour economic package, including 
the most liberal pension and hospital-medical- 
insurance program yet negotiated in any mass 
production industry and, in addition, annual 
automatic wage increases during the next four 
years that will raise the total package to 35 
cents an hour. 

Outstanding among more than thirty non- 
economic contract improvements is the agree- 
ment to a modified union shop. 

The GM workers have made tremendous 
gains in this new agreement, both economic 
and non-economic. The annual automatic 
wage increase assures a constant improvement 
in the living standards of GM workers. The 
agreement provides safeguards which guaran- 
tee that all the economic gains that go into 
effect immediately and in the next four years 
will be translated into real purchasing power 
that cannot be diminished or wiped out by 
increased living costs. The new agreement will 
remain in effect until May 29, 1955. 

The economic gains won in this new con- 
tract, when applied to the total General 
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Motors payroll, will give GM workers a total 
gain of $144 million during the first year and 
will increase by $32 million a year, making 
the total gains for the duration of the con- 
tract substantially in excess of $1 billion. The 
economic package will add $700 a year to the 
income of the average GM worker’s family 
in 1955. These figures, it should be noted, 
represent actual gains in purchasing power, 
not merely gains in money wages. 


A Step Forward 


We believe that this new agreement is not 
only a tremendous step forward in improving 
the economic conditions of General Motors’ 
workers and in stabilizing labor relations in 
General Motors, but that it points the way 
for the same improvements and stabilization 
throughout American industry. 

The new agreement translates into reality 
the basic economic and social principles which 
have been the foundation of the UAW-CIO 
program during the last five years. It recog- 
nizes that increased purchasing power—not 
just increased money wages—is the only basis 
of a higher standard of living. It recognizes 
that workers have a right to a constantly im- 
proving standard of living, and that they have 
a right to share in the benefits of greater pro- 
duction made possible through technological 
progress, without additional human effort. 
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These negotiations have proved that where 
there is a will to find common agreement on 
a basis that assures progress, agreement can 
be achieved without resorting to industrial 
warfare. The UAW-CIO is happy that we 
were able to reach agreement with the Gen- 
eral Motors Corporation on that basis, and 
that strike action, or even the procedures in- 
cidental thereto, were unnecessary. We believe 
that the outcome of these negotiations indi- 
cates a maturing relationship between the 
Union and this Corporation. 

The immediate 19 cents an hour package 
is allocated as follows: 

1. Pension program, 7 cents per hour 

2. Hospital-medical-insurance, 5 cents per 

hour 

3. Flat wage increase to all workers, 4 

cents per hour (annual improvement 
factor) 

4. Improved vacation pay, 1.5 cents per 

hour 

5. Five cents per hour wage increase, in 

addition to the 4 cents flat increase, 
to approximately 30,000 skilled trades 
workers, .6 cents per hour 

6. Other economic gains, .9 cents per hour 

TOTAL, 19 cents per hour 


Wages and Purchasing Power 


Over and above this 19 cents economic 
package, General Motors has agreed to an 
annual automatic wage increase of 4 cents 
an hour for the five-year life of the contract. 
This concession by the Corporation repre- 
sents a 33% per cent increase in the annual 
improvement factor of 3 cents an hour agreed 
to in the 1948 contract. 

The escalator clause agreed to in the 1948 
negotiations will be continued, and will thus 
protect the GM workers for the next five 
years against loss of purchasing power due to 
any increases in the cost of living. 

The present wage increases, and the addi- 
tional 16 cents improvement factor wage in- 
creases as provided for in the next four years, 
will be added to the basic wage rate of GM 
workers, below which there can be no reduc- 


tion in wages, regardless of any decline in 
living costs. This insures GM workers of a 
35 cents per hour increase in real wages—in 
actual buying power. 

The cost of living allowance, resulting from 
the operation of the 1948 agreement, present- 
ly amounts to 3 cents and can be eliminated 
by declining prices, but this would not affect 
the buying power of hourly wages. 

Recent increases in prices point to a strong 
possibility that the 3 cents cost of living 
allowance will be increased as of September 
1 by at least 1 cent an hour. 

The Union and the GM workers hope for 
a decline in living costs. Since the contract 
provides a floor below which wages may not 
be reduced, a sufficient decline in the cost of 
living means increased purchasing power for 
GM workers. At the same time, GM workers 
are protected against increased living costs, 
so that the total gains in this contract repre- 
sent actual gains in purchasing power. 


Other Benefits 


The pension program is the most liberal 
yet negotiated with any major corporation in 
mass production industry. With this contract, 
the UAW-CIO has broken through the $100 
a month pension ceiling. The GM agreement 
provides that pensions will be increased up 
to $117.50 per month when Federal Social 
Security is increased, as provided for by the 
amendments recommended by the Senate 
Finance Committee. The majority of the GM 
workers now employed will be eligible at re- 
tirement for this top $117.50 a month pension. 

The pension program meets the UAW- 
CIO’s three basic principles in that it is fully 
funded on an actuarially sound basis, jointly 
administered by the Union and the Corpora- 
tion, and is non-contributory. 

The hospital-medical program provides that 
the Corporation will pay half the cost of Blue 
Cross and Blue Shield coverage for each GM 
worker and his family. This feature is unique 
among hospital-medical programs negotiated 
with major corporations to date. Agreements 
with other companies provide that the com- 
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pany pay half or less of the cost of coverage 
for the worker alone. In case of any increase 
in the cost of coverage for Blue Cross and 
Blue Shield for GM workers and their fam- 
ilies, General Motors will pay half of the in- 
crease in cost. 

The improved insurance program provides 
for substantially increased protection with re- 
spect to life insurance, “extra accident” insur- 
ance, total and permanent disability benefits, 
and sickness and accident weekly benefits 
ranging from $31.50 per week to $45.50 per 
week, in addition to other features, all with- 
out additional cost to the employee. 

The modified union shop provision agreed 
to by General Motors may be summarized as 
follows: 

1. All members of the Union must remain 
in good standing during the life of the con- 
tract as a condition of employment. 

2. Workers who are not now members, and 
who join the Union, must remain in good 
standing for the life of the contract as a con- 
dition of employment. 

3. All new hires who do not join the Union 
as of the date of their hire, must join not later 
than the date on which they acquire seniority. 

Other major contract improvements out of 
the total of more than thirty include the fol- 
lowing: 

1. Retention of seniority on time for time 
basis. Under the former G:xi agreement, maxi- 
mum seniority protection was five years for 
employees with five or more years of service. 
Under the new agreement, an employee with 
ten years of service now has his seniority fully 
protected for the period of ten years. An em- 
ployee with fifteen years of service has his 
seniority fully protected for fifteen years, etc. 

2. Improved grievance procedure. 

3. The umpire now has full authority to 
award back pay in cases where a worker was 
penalized or discharged as a result of un- 
authorized work stoppages. 

4. Periodic review of “D” lists of special 
employees exempted from layoffs on the basis 
of seniority during tooling, model change and 
other abnormal periods of operations. 
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5. Major revisions and improvements in 
the apprentice and skilled trades section of 
the agreement. 

6. Seniority acquired after ninety days of 
active status on the payroll within a six 
month period, instead of on a basis of ninety 
continuous days. 

7. Leaves of absence for workers elected to 
public office. 


Stability and Progress 


Economically, this contract opens up revo- 
lutionary new prospects for collective bar- 
gaining. The basic principles involved repre- 
sent major progress toward the objectives 
which the UAW-CIO set for itself in 1945-46. 
The seeds planted then have begun to bear 
fruit. 

We have contended that economic stability 
must be based on increases in real wages— 
in buying power, and not on wage increases 
that are cancelled out by inflation. 

We have contended, further, that economic 
stability and progress require constantly ris- 
ing living standards that keep pace with the 
increasing productivity of our factories, 
farms, and mines. 

Lastly, we have contended that the wage- 
price-profit relationship is out of balance, and 
must be corrected in order to gear mass pur- 
chasing power to mass production possibil- 
ities so that we may avoid a repetition of the 
1929-32 disaster. 

This agreement gives concrete expression 
to all three principles. 

1. The cost of living allowance guarantees 
that the economic gains won in this settle- 
ment will be worth their full face value at the 
grocery store. Inflation cannot dissipate them. 

This is in marked contrast to our experi- 
ence in recent years. In the last four years, 
GM workers like most other workers, won a 
total of 4514 cents in money wages for a net 
gain of 6 cents in buying power over the pre- 
war period. 

Four years from now, GM workers and 
their families will have additional buying 
power equal to 35 cents an hour, regardless 
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of what it takes in dollars and cents to make 
that buying power real. 

If prices decline over the next five years, 
as we most fervently hope they will, the wage 
gains of the GM workers will grow corre- 
spondingly in buying power. 

Sharing the Fruits of Techno- 
logical Progress 

2. The 4-cent annual improvement factor 
guarantees the GM workers a share in the 
fruits of the nation’s technological progress. 
Thus the GM workers register a major ad- 
vance in their struggle for progress with the 
community and not at the expense of the 
community. 

The language of the contract, with respect 
to the improvement factor, represents accept- 
ance by the most powerful and influential 
corporation in American industry of a key 
principle in our Union’s philosophy. Para- 
graph 101(a) of the new contract declares: 

“The annual improvement factor pro- 
vided herein recognizes that a continuing 
improvement in the standard of living of 
employees depends upon technological pro- 
gress, better tools, methods, processes and 
equipment, and a cooperative attitude on 
the part of all parties in such progress. It 
further recognizes the principle that to pro- 
duce more with the same amount of human 
effort is a sound economic and social ob- 
jective. Accordingly, all employees covered 
by this agreement shall receive an increase 

of 4 cents per hour effective May 29, 1950, 

and an additional increase of 4 cents per 

hour annually on May 29, 1951; May 29, 

1952; May 29, 1953; and May 29, 1954, 

which will be added to the base rate of 

each wage classification.” 

The recognition that technological progress, 
rather than greater human effort through 
speed-up, is the route toward higher living 
standards, and that wages can be increased 
without increasing prices is of particular sig- 
nificance in the auto industry, and of historic 
importance in American industry generally. 


3. This contract, while immediately and 
substantially increasing the GM _ workers’ 
share in the nation’s output, still falls short 
of giving GM workers their full equity in the 
national economy. The cost of living allow- 
ance protects that larger share against price 
increases. The improvement factor, although 
not as large as it should be, assures the GM 
workers that as the nation moves forward to 
higher living standards, they will move for- 
ward too. 

Taken together, the cost of living allow- 
ance and the improvement factor point the 


’ way toward creation of purchasing power for 


prosperity in the years ahead. 

The contract settlement brings nearer to 
balance the distorted wage-price-profit rela- 
tionship that makes for economic instability 
and human insecurity. The improved balance 
is safeguarded for the life of the contract. 


An Expanding Economy 


Assured of keeping for five years what they 
have now won, GM workers from here on can 
begin to set their sights on the next objectives 
in labor’s historical march toward a better 
tomorrow. Their strength will not be drained 
by a struggle to regain each year what they 
thought they had won the year before. 

The full force of their united strength can 
be devoted to the winning of a larger share in 
the output of an expanding economy. This is 
the road toward permanent prosperity, full 
employment, full production and rising living 
standards. 

The basic principles recognized in the new 
UAW-CIO-General Motors agreement, in 
which improved technology is translated into 
higher living standards, represents the ground- 
work upon which future collective bargaining 
must build if we are to achieve a balance be- 
tween purchasing power and productive power 
in dynamic, expanding free economy. 

The UAW-CIO hails this historic agree- 
ment as a major step toward greater abun- 
dance, security, and dignity for GM workers 
and their families. 
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|] Te outlook for business and prices . . 


[950 Recovery—Inflation 
or Prelude to Decline? 


AUTHOR'S NOTE 


The invasion of South Korea occurred 
just as this issue was going to press. The 
following article except for the conclud- 

ing paragraph was, of course, written on 
the assumption that armament outlays 
would not be materially increased. The 
extent to which the invasion of South 
Korea has cha the outlook has in 
evitably eme in the minds of many 
as the important question, a question 
which cannot now be answered. Two 
things are presumably involved—the size 
and rapidity of the possible increase in 
outlays; and the psychological expecta- 
tions that this chain of circumstances 
may produce. 

If the increase in defense 
rapid and substantial, we will not long 
remain in a civilian economy. If the in- 
crease is not rapid and large, we shall 
remain in an essentially civilian economy, 
and most of the considerations outlined 
in this article will still be relevant. The 
real question then becomes how much 
will private ——s be stepped up by 
expectations that military spending (and 
resulting shortages) will mount, whether . 
these expectations prove to be realistic 
or not. 


The important at this point, in 
short, is to be certain that our appraisals 
of the period ahead are eet on the 


basis of calm and considered judgment 
rather than from the excitement of the 
moment. 


AN we now look forward to another sus- 
tained period of stable prices and high pro- 
duction as in the twenties? Is the renewed 
vigor of business activity, which is currently 
so evident, leading us into another serious 
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inflation? What are the forces back of the 
upturn in activity? Was 1949, after all, the 
“1921 readjustment year” of World War II? 
Has the volume of defense spending ap- 
proached the outer limits of what can be 
contained within the ambit of a peacetime 
economy without forcing a resort to more 
drastic controls? 

’ These are some of the questions we are 
asking ourselves as we try to appraise the 
significance of the current recovery. Nor are 
we very easily satisfied as we waver between 
relief over the decline in unemployment and 
fear of a resurgence of inflation or, perhaps, a 
resumption of the decline. 


Causes of the 1950 Recovery 


That a marked recovery has occurred is 
evident. Our gross national product, the value 
of the total volume of current production, rose 
to an annual rate of $263 billion during 
1950’s first quarter and is now somewhat 
higher yet. The real or physical volume of 
industrial production, as measured by the 
Federal Reserve’s index, has climbed persist- 
ently from its low of 161, reached in July 
1949; and by now has probably reached the 
postwar peak of 195. Unemployment has been 
declining since February and is now about 5 
per cent of the labor force. Demand has 
strengthened so much in many markets as to 
produce substantial upward price pressures. 
Reflecting all this, the general price level, as 
measured by the B.L.S. wholesale price index, 
has been edging upward almost constantly 


since the turn of the year and is now about 
six points above its December 1949 low. 

All this is merely the familiar picture of 
what has been happening. Will it continue? 
What has been responsible for it? These are 
the questions which concern us at this point. 

There have been five principal causes of 
this upturn in business activity. 

1. Inventories are again rising. This means 
that the pace of current production must be 
stepped up sufficiently to meet not only cur- 
rent demands but to build up stocks. Thus 
far, in 1950, production has been outpacing 
final customer demand at an annual rate of 
about $2 billion, and inventories have been 
rising correspondingly. 

This has represented a substantial change 
from 1949 when a considerable volume of 
demand was being met by cutting down in- 
ventories, and the pace of production ac- 
cordingly sagged below the rate of consump- 
tion. During the final quarter of 1949, for 
example, this inventory liquidation was ‘run- 
ning at the rate of $3.7 billion per year. Thus, 
a $6 billion per year rise in production has 
been necessary because of the change from 
inventory liquidation to inventory accumula- 
tion. This has, in fact, accounted for about 
three-quarters of the rise in business activity 
since the final part of last year. 

Once again we are having demonstrated 
that it would be a substantial contribution to 
general economic stability if the business 
community could find ways to minimize these 
shifts in their inventory policies. The admit- 
tedly difficult problem for business judgment 
is to carry inventories sufficiently large to 
encourage and promote customer buying, at 
the same time minimizing exposure to dan- 
gers from an overextended inventory position. 


Consumer Spending 


2. Consumer spending, after moving side- 
wise for most of the last year, has exhibited 
additional strength in recent months, running 
at a rate close to 3 per cent above a year ago. 
Thus far, the major part of this expansion has 
been centered in durable or hard goods, with 
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most soft lines sharing in the expansion to 
only a very moderate degree—in many lines 
not at all. 

Apart from simply being willing to part 
with their income dollars more willingly, 
which has presumably been a part of this 
picture, there are probably three factors in 
the current strength of consumer demand. 
First, consumers have been supplementing 
their incomes rather liberally with resort to 
credit, drawing down bank balances, or cash- 
ing in bonds. Total consumer debt, for ex- 
ample, has been rising about $3 billion per 
year. This has beén an important supplement 
to incomes directly; and the resulting spend- 
ing has produced a chain reaction of larger 
incomes and thus more spending. 

While total personal holdings of liquid as- 
sets have not declined, some consumers have 
reduced their holdings through cashing in 
bonds or drawing down bank balances. And 
these reductions have been quite substantial, 
running between $10 and $15 billion per year 
during most of the postwar period. These 
funds have, of course, provided an important 
supplement to incomes and demand in recent 
years. 

During the first half of 1950, the national 
service life insurance dividend has meant a 
receipt of additional cash to the extent of 
$2.8 billion. Since spending has not yet in- 
creased in any parallel fashion, one of three 
things is evident. The funds are being saved; 
or recipients have already spent in anticipa- 
tion of their receipt; or a great deal of the 
extra spending is yet to come. While the third 
possibility is presumably important, the first 
two presumably embrace a large number of 
the beneficiaries of these funds. This may 
mean some weakening of consumer demand 
as we move into the latter part of the year. 


Federal Government Finances 


3. The federal government is currently 
spending substantially in excess of receipts. 
It is thus putting more money into the income 
stream through spending than it is extracting 
from the income stream through receipts. The 
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result is, of course, upward pressure on de- 
mand. If present trends continue, the federal 
government will run a cash deficit in calendar 
1950 of about $6 billion.’ 

The recovery of business activity since 
early this year, however, has apparently not 
been sparked primarily by this deficit because 
it has not changed enough to explain the re- 
covery. It is, however, something to consider 
carefully in any appraisal of developments. 


Construction Activity 


4. In March this year 110,000 dwelling 
units nationally were started. This was a rec- 
ord high and suggested a good construction 
season ahead. It was all the more impressive 
coming, as it did, considerably earlier than 
the normal seasonal peak. If confirmation of 
the good things ahead were needed, May’s 
figure of 140,000 “starts” seemed to provide 
it. During the first part of 1950, in other 
words, dwelling units were being started at 
a rate about 50 per cent above 1949. It re- 
quires no excessive optimism, therefore, to 
suggest that 1950 will turn in a volume of 
residential construction substantially above 
the $7 billion last year. There is, in fact, evi- 
dence of substantial upward price-cost pres- 
sures in the construction industry, one of the 
less happy aspects of the current boom. 

Nonresidential construction has been shar- 
ing in this upsurge. For the first quarter of 
this year data published by the F. W. Dodge 
Corporation indicated the value of contracts 
awarded (in thirty-seven states covered) for 
nonresidential buildings to be just over $1 
billion as compared with $770 million during 
the same period last year. And information 
available up to this point indicates that this 
overage relative to a year ago has persisted 
through the second quarter also. 


1The cash deficit measures the difference between 
actual cash outlays and cash receipts. It is not, there- 
fore, the same as the conventional budget deficit. 
Social security taxes, for example, are included as a 
cash receipt, but interest accrued on Series E bonds 
.(a budgetary “expenditure”) is not considered an 
outlay until the cash is actually paid out when the 
bonds are cashed or redeemed. 
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Capital Outlays 


5. An important result of the 1950 recovery 
has been the effect on businesses’ capital out- 
lay programs—spending on new plants and 
equipment. One of the less reassuring aspects 
about business prospects early this year was 
an indicated decline in these outlays. Accord- 
ing to a survey conducted by Business Week, 
and published early this year, these outlays 
were expected to decline about 13 per cent.? 
A similar survey conducted jointly by the 
S.E.C. and the Department of Commerce had 
pointed to a decline of about 11 per cent.® 

More recent evidence, however, indicates 
that these data indicated too sharp a decline. 
According to a re-survey by Business Week, 
indicated outlays may be off as little as 7 
per cent from last year.* Moreover, if experi- 
ence in other years is any guide, actual out- 
lays may well be slightly above indicated 
“intentions,” with the result that even the 
full 7 per cent decline may not materialize. 

Our experience with these surveys does not 
cover a long enough period for us to be very 
sure of their results. There is, however, little 
doubt that they are concerned with trying to 
gain some advance information about what 
has been a very critical and volatile element 
in the business situation, and thus an im- 
portant part of cyclical swings. Evidence that 
capital spending may hold up better than 
might earlier have been expected is, therefore, 
an important “plus” in the business outlook. 

Of at least equal importance, the process 
of capital formation by which we equip our- 
selves with more tools of production, and thus 
make headway in raising our standards of 
living, seems likely to be sustained at higher 
levels. This is good news for an economy 
which must stretch to meet not only the 
normal demands of economic progress but the 
requirements of a cold war as well. 

All of this seems to point to the conclusion 
that the raw materials for further inflation 


2 Business Week, January 21, 1950, pp. 73-80. 
3 Survey of Current Business, April 1950, p. 9. 
4 Business Week, May 20, 1950, p. 19. 
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are by no means wholly absent. Strong con- 
sumer demand, inventory accumulation, a 
construction boom, deficit spending—these 
are certainly accompaniments of booms. 
Moreover, they are coming at a time when the 


economy does not have much slack to be | 


taken up. 


Inflation Restraints 


There are, however, strong reasons for 
thinking that the current recovery will not 
graduate into a serious, inflationary boom. 

1. Ours is a growing economy. Apart from 
a change in the price level, our economy is 
currently growing at the rate of roughly 
$10 billion per year. This for two reasons— 
we shall have alfygst one million more in the 
labor force this year, and our productivity 
has probably improved by 3 per cent since 
last year. We can accordingly accommodate 
ourselves to some additional demands without 
the same degree of inflationary pressures. 

2. Some supports to consumer demand will 
be of reduced significance during the latter 
part of 1950. Important among these is the 
national service life insurance dividend large- 
ly distributed in the early part of the year. 
Whether the demand for hard goods will con- 
tinue at record levels is less clear. A great 
deal depends on whether the current expan- 
sion of consumer credit will continue. Seasonal 
patterns of buying should also help some to 
adjust demand and rates of production to 
each other. 

3. There is no evidence yet that the cur- 
rent inventory accumulation is of a volatile, 
speculative character. Inventories generally 
have simply been low relative to the level of 
business activity. In 1940 total business in- 
ventories were 14.7 per cent of average 
monthly sales; during the early part of 1950 
they were 12.3 per cent. Once it became evi- 
dent that the 1949 recession was not going to 
produce a serious price collapse, some further 
stocking up generally was thus probably to 
be expected. Moreover, certain types of in- 
ventories were depleted through work stop- 
pages and had to be replenished. Unless the 
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present re-stocking generates itself into a 
serious speculative inventory hoarding, there 
seems little to fear from current developments 
on inventory account. 


International Trade 


4. An important support to business actiy- 
ity during much of the postwar boom has 
been our large volume of exports, unmatched 
to a considerable extent by offsetting imports. 
This export surplus meant that incomes were 
being paid out in the process of producing 
things which did not show up on the shelves 
for people to buy (or an equivalent amount 
of imported goods). Some income dollars were, 
in short, all dressed up with no place to go. 
As a result of devaluation of foreign curren- 
cies and the world dollar shortage, exports 
have been declining and imports rising. The 
net export surplus has therefore been sub- 
stantially reduced relative to a year ago. Dur- 
ing the first quarter of this year the net ex- 
port surplus was $500 million, less than one- 
third of the $1,535 million for the first quar- 
ter of 1949. 

It is to be hoped, of course, that this return 
to a more balanced pattern of international 
trade will continue. An indefinite continuation 
of our net export surplus at postwar rates 
would mean one of two things. We could con- 
tinue to make the necessary added dollars 
(beyond those furnished by our purchases 
from the rest of the world) available to the 
rest of the world through some sort of perm- 
anent Marshall Plan. Or we could make them 
available through continuous lending. Our 
exports will for some time to come, in other 
words, be largely limited by the dollars made 
available to the rest of the world through our 
imports or foreign investment. It is well for 
us to keep in mind that the price of reducing 
the burden of our present foreign economic 
assistance is simply larger imports, smaller 
exports, or more foreign lending and invest- 
ment. And the price of preventing desirable 
and economic imports is a reduction in ex- 
ports; or a larger and longer continued Mar- 
shall Plan. 
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The Housing Situation 


5. It is doubtful if the demand for new 
housing is so insatiable as the present housing 
boom might seem to suggest. A large part of 
this boom is being underwritten by excep- 
tionally easy government assistance in financ- 
ing. How long that will continue is not pri- 
marily an economic consideration. It is to be 
hoped that, as a minimum, consideration will 
be given to how much the construction in- 
dustry can absorb without a further inflaticn 
of an already high cost level. 

The relationship between the number of 
families and the number of dwelling units is 
rapidly approaching the normal pattern. And 
the rate of increase in the number of families 
is declining. The reason is, of course, clear. 
While marriages may be made in heaven, a 
little raw material down here helps. And we 
are getting short of raw material. During the 
two years ending April 1949, the number of 
households increased at the rate of 1,070,000 
per year. We are entering a period now, ac- 


cording to a Department of Commerce study,,- 


when this can be expected to be about 568,000 
per year. While a great deal of construction 
can continue, to permit further “undoubling” 
and to restore a normal vacancy situation, 
only the development of a large replacement 
demand can sustain the residential construc- 
tion industry at present levels. 

Can that be expected? Possibly. It is, how- 
ever a complex question. Among other con- 
siderations a great deal will depend on how 
attractively new houses are priced relative to 
other things. Particularly is this important 
since over the long pull, the potential new- 
house customer is not the shack-dweller, who 
for obvious reasons is not in the market, but 
the family already in fairly comfortable and 
adequate quarters. The chief competitors of 
the new house are likely to be a new car, or 
a second car, or more elaborate vacations. 

The history of trends in construction costs, 
relative to prices of things in general (the 
general price level) provides little basis for 
optimism. Construction costs have tended 
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persistently to rise relative to the price level 
generally. The wholesale price index in 1949 
was about the same as in 1920—roughly 155 
in each case. Yet Boeckh’s index of construc- 
tion costs in 1949 was 76 per cent higher than 
in 1920. Their index of construction costs by 
1941 was 9 per cent above 1929, although the 
wholesale price index was 8 per cent lower in 
1941 than in 1929. New houses, in other 
words, have been priced historically less and 
less advantageously relative to things in gen- 
eral. 

There is, of course, no reason to think that 
all prices will move in a parallel manner. 
Perhaps it is logical to expect new-house 
prices to rise relative to other things. This 
tendency is not, however, a particularly happy 
one for an industry which must begin to think 
in terms of competing more actively for the 
consumer’s dollar (apart, that is, from being 
supported indefinitely by sufficiently large 
government programs). 


The Prospects 

Where then do we come out in this ap- 
praisal of business prospects? Currently the 
business picture is bright and getting brighter. 
Our gross national product for 1950 will al- 
most certainly be 3 or 4 per cent above last 
year. 

The real question is how far it will go and 
how long it will last. There are good reasons 
for thinking that the current recovery will 
level out before serious inflation is resumed— 
the absence of inventory speculation; the re- 
duced significance of special elements in con- 
sumer demand; slightly declining capital out- 
lays; a smaller net export surplus and per- 
haps smaller exports; and reduced pressure of 
demand for new housing. 

All of these restraints could, of course, he 
quickly neutralized if cold war developments 
should require mounting government outlays. 
The international situation and position of 
the country being what they are, however, 
this consideration is not likely to be lightly 
overlooked in our appraisal of economic 
prospects. 


| A banker explains what kind of accounting reports 
about borrowers’ businesses are needed, and why 


Accounting Reports for Bankers 


HE form and content of accounting re- 

ports for bankers are matters of interest 
both to bankers and borrowers. Experience 
has shown the subject to be a rather involved 
one which must take into account the human 
relationships existing between the public ac- 
countant and his client, the banker and his 
borrower, and the banker and the public ac- 
countant. Account must also be taken of ques- 
tions dealing with the size of the borrowing 
enterprise, the type of credit which is required 
or is to be based upon the accounting report. 

There appears to be no categorical answer 
as to what constitutes a satisfactory account- 
ing report for the banker. This is because 
from the banker’s viewpoint there are too 
many differences among different borrowers, 
and because he must fit his analysis and his 
requirements to the individual situation. In 
other words, from the banker’s point of view, 
each loan is likely to be a tailor-made situa- 
tion which requires something a little different 
from any other situation. 

The banker’s approach to credit analysis 
and his need for information are not always 
clearly understood by those outside of the 
banking field. It should be remembered that 
the banker is lending other people’s money 
and is assuming the risks that are bound to be 
inherent in such an operation. Therefore, his 
actions are conditioned by certain cautions 
which are the result of long experience. The 
banker’s fundamental problem is one of ap- 
praising the risk involved in the case of the 
individual borrower. This risk is composed of 
certain reasonably well defined parts. The 
three major factors are the character risk, the 
economic risk, and the financial risk. Each of 
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these risks must be appraised and balanced 
against the others. 

There are various yardsticks which experi- 
ence has proven to be reliable for the meas- 
urement of the risks involved. The character 
risk is usually measured by and is conditioned 
by knowing the borrower, having some knowl- 
edge of the borrower’s record of performance 
in meeting obligations, and the size of the 
borrowing enterprise and its internal organi- 
zation. The economic risk is measured by or 
conditioned by general business conditions, 
the length of time the loan is to run, the pur- 
pose of the loan, and conditions within the 
industry of which the borrower is a part. The 
financial risk is measured by accounting and 
statistical reports which, of course, include 
balance sheets, income statements, net worth 
statements, and various statistical analyses of 
balance sheet and income statement items. 


Measuring Financial Risk 


It seems clear that the answer to measuring 
this risk is one of having adequate informa- 
tion. What constitutes adequate information, 
however, is always a problem because it varies 
so much with the 1ifferent factors involved 
in a credit situation. From the banker’s point 
of view, I might mention a few of the factors 
which determine how much information is 
going to be needed. 

1. The size of the loan. The aggregate risk 
often revolves around this factor. Obviously 
a wealth of accounting information is not 
needed to readily analyze a credit risk involv- 
ing a $1,000 loan to a small retailer, but it 
may be needed in connection with a $1,000,000 
loan to a large manufacturing enterprise. 
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2. The term of the loan. Short-term loans 
—say up to nine months—do not usually in- 
volve the same degree of risk as loans run- 
ning for longer periods, such as five years or 
more, because of economic and management 
factors. Therefore, the short-term loan is not 
likely to require as much financial information 
as the longer-term loan. 

3. Size of the borrowing enterprise. Gen- 
erally speaking, larger enterprises have more 
stability, both financially and in earnings. 
They also are likely to have better accounting 
and auditing, and more readily available in- 
ternal reports. Also, the larger the entexprise 
the more complex it often is, which frequent- 
ly makes it difficult to reduce all of its opera- 
tions to compact financial and statistical ex- 
hibits. Larger enterprises also usually have 
better continuity of management and have 
more awareness of their social and public re- 
sponsibilities. Because of these factors, it is 
often the case that less detailed financial in- 
formation is needed for large borrowers than 
for medium-size and small borrowers. 

4. The quality of the credit of the borrow- 
er. Where the financial risk appears relatively 
large, and where the earning power of the 
borrower is uncertain, more informaton is 
required than where the financial condition 
and earning power are relatively strong. 

5. Security. If liquid or otherwise depend- 
able collateral is given by the borrower, the 
banker may dispense with some of the infor- 
mation that he would otherwise require. 

6. The line of business. Stable lines, or 
those operating on fixed sales contracts, usual- 
ly have less risk than those producing against 
estimated future business or in a line subject 
to rapid change. The amount of information 
needed by the banker in appraising the credit 
risk involved will vary accordingly. 

7. Economic conditions or the economic 
risk. In uncertain times the banker is likely 
to require more information than when the 
outlook is favorable. 

I am sure that it will be recognized that 
these are generalizations which are bound to 
have important limitations. However, they do 
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state some of the factors that are responsible 
for major variations in the requirements of 
bankers in dealing with credits. 

It will be seen that each of the factors cited 
enters into the risk that the banker must take, 
and that the information he needs to appraise 
the risk will naturally vary. It will also be 
seen that it is possible to have a very large 
number of combinations of these factors which 
prohibit generalizations as to what specific 
information is needed in an individual case. 


Financial Statement Requirements 


Bankers, in making credit analyses, rely 
very heavily on working capital. For this rea- 
son, their greatest interest is in current assets 
and current liabilities, or anything that is 
likely to affect them adversely. Bankers rely 
secondarily on fixed assets which normally 
are available to pay bank loans and other 
debts only in the case of liquidaton. This is a 
-situation the banker hopes he will never see. 

It should also be recognized that bankers 
are paying much more attention today than 
in the past to the income statement. This is 
especially true in connection with longer-term 
loans where the income statement is fre- 
quently of much more importance than the 
immediate balance-sheet position. 

What can the banker reasonably expect of 
the accounting report? Basically, the banker 
has a right to have confidence in the state- 
ments on which a public accountant renders 
an opinion. The banker should be able to rely 
on an unqualified opinion as meaning what it 
is supposed to mean under the standards of 
the American Institute of Accountants. He 
also should be able to rely on the fact that 
a qualified opinion will be given when it 
should be. The banker wants to know if a 
real job of auditing has been done, whether 
the figures actually mean what they say, and 
whether the opinion is to be relied upon in 
making a credit analysis. 

The banker also thinks that he can reason- 
ably expect a detailed report and opinion 
wherever the circumstances justify its prep- 
aration. Long form reports are ideally suited 
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to the smaller enterprises or where the gen- - 


eral financial position is only fair, or where 
the record of earnings is spotty. In the case 
of very large enterprises, the banker does not 
expect anything but the standard short form 
of opinion unless circumstances require that 
the public accountant furnish more. 

Bankers as well as accountants recognize 
that there are differences among situations, 
and that the information required in one case 
might be immaterial in another. For this 
reason, in citing those things which a banker 
might normally regard as desirable, I don’t 
want to be dogmatic. In general, however, the 
information desired by the banker is in regard 
to the principal asset and liability accounts 
shown in the balance sheet with particular 
emphasis on elements entering into working 
capital. The banker also likes to have reason- 
able detail in the income statement. This is 
all pretty much in line with what the public 
accountant will have in his working papers 
anyway if he is adhering to the standards of 
auditing procedure of the Institute. 


Balance Sheet Information 


Taking up the balance sheet first, it seems 
reasonable to think that the following infor- 
mation might be supplied about the assets: 

1. Receivables. The banker would like to 
see an age analysis of accounts receivable and 
some comment as to the probable adequacy 
of the reserve for bad debts. Certainly trade 
and other receivables should be segregated, 
and if other receivables are important in 
amount, a general statement as to their nature 
would seem to be in order. If there are what 
appear to be undue concentrations in the re- 
ceivables, which might create a credit hazard, 
appropriate comments would be illuminating. 
Finally, the accounting statement should indi- 
cate whether or not the receivables were con- 
firmed in accordance with the usual standards. 

In connection with notes receivable, there 
should not only be the usual statement as to 
whether or not they were confirmed, but if 
such notes are not customary in the line of 
business, there should be some comment on 


the origin of the notes (if taken for past due 
accounts), and the time of origin if there have 
been a number of renewals. 

2. Inventories. While this is frequently one 
of the most important balance-sheet items and 
generally comprises a substantial part of 
working capital, it is often slighted. We all 
know how difficult it is to adequately evaluate 
inventories but that should not be considered 
an excuse for not including some reasonable 
comment. Certainly, the method of evaluation 
ought to be stated and if the inventory is 
valued at a figure substantially over or under 
the market or replacement value, appropriate 
comments would seem to be required. Further- 
more, in cases where it is possible to do so, 
the inventory should be broken down into its 
component parts. For example, in a manu- 
facturing enterprise, it is usually very help- 
ful to have an analysis showing the amount 
of finished goods, in process materials, and 
raw materials. In the case of retail or whole- 
sale inventories where there is definite de- 
partmentalization, it is often helpful to know 
how much of the inventory is in the various 
divisions of the business. 

While standard audit procedure requires 
observation of the taking of inventories, it is 
surprising how often this is not done; the 
banker feels much easier when he knows that 
the auditor was present when the inventory 
was taken and that reasonable methods have 
been followed in evaluating it. 

3. Securities. In enterprises other than 
financial enterprises, securities are not a 
normal asset. When they appear in any sub- 
stantial amount, the banker likes to see a 
detail of what they include and likes to know 
their cost and their market value. 

4. Fixed Assets. As pointed out before, the 
banker’s greatest interest lies in working cap- 
ital which involves current assets and liabil- 
ities, rather than fixed assets. However, he 
does like to have some detail regarding the 
fixed assets, showing the amount of land, 
buildings, machinery and equipment, etc., 
along with the related reserves for deprecia- 
tion. The banker also likes to see a statement 
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as to the basis on which fixed assets are car- 
ried; that is, if at cost or on some other basis. 

5. Other Assets. Without going into detail 
as to what other assets there might be, it is 
sufficient to say that the banker is interested 
in comments about assets which may be un- 
usual in nature or substantial in amount. 

Liabilities 

Because the problem of valuation is not 
present, there is usually no great difficulty in 
properly stating the liability accounts. The 
major requirement from the banker’s point 
of view with this category of balance-sheet 
items is to have the principal types of liabili- 
ties listed by classes. Notes payable and taxes 
should be stated separately, it goes without 
saying. Liabilities which are secured should be 
clearly labeled, as should the assets which are 
pledged as security. Past-due obligations of 
substantial amount should be indicated. 

In the case of deferred liabilities, the bank- 
er is always interested in any sinking fund 
requirements, security, and in the maturity 
schedule, as well as any special features which 
require an application of profit or involve re- 
strictions on working capital, dividends, and 
similar things. 

The classes of capital stock should be stated 
along with any special provisions requiring 
retirement, and there should be a statement 
of any unpaid accumulated preferred divi- 
dends as well as a statement of what restric- 
tions there may be on the surplus account. 
Reserves should be clearly explained. Net 
worth should be reconciled. 


Income Statement 


One of the banker’s frequent complaints 
about the income statement, is that it is too 
condensed to be helpful from an analytical 
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point of view. In the typical long form report, 
however, accountants are generally providing 
sufficient details to enable the banker to make 
a reasonable comparison with previous years. 
The income statement should be clearly brok- 
en down as to revenues with a reasonable 
detail of expenses, classified by types. The 
net income figure should be clearly set forth. 

In general, the banker is well satisfied if, 
in the preparation of the income statement, 
the precepts of the American Institute of Ac- 
countants are adhered to. 

In addition to the financial data included 
in the statements themselves, there should be 
appropriate comments concerning contingent 
liabilities and the date to which tax returns 
have been examined, and any proposed assess- 
ment resulting therefrom. The banker fre- 
quently would also like to see some statement 
as to the amount of insurance coverage and 
possibly a range of liabilities schedule. 

To summarize, the banker wants, where 
possible, a clearly stated opinion of a public 
accountant and a long form report in suffi- 
cient detail to enable him to judge the quality 
of the assets, the character of the liabilities, 
and the operating results of the enterprise. 
The banker does not want or need an inter- 
pretation of the figures or an analysis of the 
statements. That is his field and one for which 
he is thoroughly equipped. The accounting re- 
port gives him the principal tool he uses in 
making his analysis but it is not the only in- 
formation which is available to him. In prac- 
tice, the banker frequently obtains a great 
deal of information to support that which the 
accounting report contains. This is usually 
obtained directly from the borrower or by 
having an experienced credit man make what- 
ever additional examination of the records is 
required to get it. 
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MICHIGAN BANK DEBITS 
12 CITIES — LOWER PENINSULA 
( ADVUSTED FOR SEASONAL VARIATION ) 


1945 1946 1947 1948 1949 1950 
BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Bank debits, 


both before and after adjustment for seasonal variation, reached a postwar high in May. The 
figures reflect the strong recovery of business activity in Michigan and nationally. 
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MICHIGAN BANK DEBITS 

12 CITIES — UPPER PENINSULA 

‘ ( ADJUSTED FOR SEASONAL VARIATION ) | 


1945 1946 1947 1948 1949 1950 


UPPER PENINSULA BANK DEBITS CONTINUE TO EXPAND-—Debits for May were above } 
those of May, 1949 and approaching the postwar high for these figures set in the summer of 1948. 
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ELECTRIC POWER CONSUMPTION 
( INDUSTRIAL ) 
IN TEN MICHIGAN CITIES 


1945 1946 1947 : 1948 1949 1950 
POWER CONSUMPTION EXPANDS SHARPLY—The 1950 recovery has been predominantly a 
rise in real production as indicated by the sharp jump in industrial power consumption which was 
at a new high in May. 


THOUSANDS 


A MICHIGAN EMPLOYMENT 
(NON-AGRICULTURAL ) 


1945 1946 1947 1948 1949 1950 

EMPLOYMENT INCREASES-—Strike settlements and peak automobile production have brought 

non-agricultural employment in the state to the best level since the fall of 1948. 
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The Committee for Economic Development, 
composed of outstanding businessmen, uses 
scientific methods to analyze the nation’s 
economic problems and to find solutions 


A Program to Increase Understand- 
ing of the American Economy‘ 


W. Walter Williams ° 
tl 
it 
HIS is an effort to sketch with a broad - : 
brush some points in the long-range pro- CED Procedure f 
gram of the Committee for Economic Devel- The businessmen in the CED actually “go g 
opment—the CED. I shall leave the finer to school” each time they meet to discuss 
strokes to be filled in by my readers. some national economic problem. We found u 
The Committee for Economic Develop- out a number of years ago that you don’t just “ 
ment is not a government agency. It is a group solve problems by talking about them or by n 
of important business leaders who have volun- listening to what other people claim to be f 
tarily associated together for the purpose of solutions. We just had to dig in and make up 
trying to develop objective and economically- our minds to work at the problems ourselves b 
literate answers to some of the business prob- and forget the recess bell. b 
lems which confront us as a nation. CED Paul Hoffman, the founding chairman of 
research work is done by subcommittees of CED, once referred to this going-to-school c 
businessmen in close consultation with inde- technique as one in which businessmen them- p 
pendent technical advisers and economic selves are willing to produce real sweat in n 
authorities. constructively analyzing their own problems it 
An over-all Research and Policy Commit- as they relate to the problems of the national h 
tee, composed of businessmen, critically dis- economy. He made it quite clear that you u 
cusses this original research work and through just can’t “hire” brilliant answers to these f 
a process of mental amalgamation, during problems. You have got to work them out. I 
which we consult with a Research Advisory The proverb says, “Precept upon precept, line h 
Board composed of leading economists, we upon line, here a little and there a little.” a 
finally arrive at statements on national policy. We cannot be responsible businessmen I 
Newspaper editorials and columns, and simply by giving lip service to the free enter- e 


radio analysts have so often referred to our 
work as “objective,” “sober,” and “middle-of- 
the-road,” that I do believe this CED going- 
to-school technique is a significant contribu- 
tion by American businessmen to the con- 
tinuance of a successful democratic economy. 
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prise system. We cannot solve a single prob- 
lem merely by arguing the theories of capital- 
ism as against those of socialism or Marxism. 

What we need today is a competent under- 
standing of what troubles us and of what is 
helpful to us in maintaining a free economy. 
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Essentials of a Free Economy 


What do I mean by a free economy? 

I mean an economy in which we are free as 
businessmen, and our customers are free as 
consumers to make decisions to buy and sell, 
to move about and to spend, invest, and save 
money as each wishes. 

Whatever interferes with the operation of a 
free economy represents a problem which we 
as businessmen must attempt to solve. 

This does not mean and cannot mean 
laissez-faire. To keep a free economy operat- 
ing successfully means doing a great many 
things, and timing what we do with such skill 
that our actions themselves do not constitute 
interference with the freedom of economic 
processes. Maintaining and operating a free 
economy is the very opposite of the laissez- 
faire or do-nothing theory which enhances the 
growth of unusual pressures and inequities. 

We today must actually be business min- 
utemen—acting upon our clearest intelligence 
—producing flexible business and govern- 
mental measures which will keep our economy 
free of unusual pressures and distortions. 

One frequently hears it said—sometimes 
by businessmen as well as by critics—that we 
business people have no program. 

Businessmen are at work everyday on poli- 
cies, not only of their own businesses, but on 
problems of regional and national scope. We 
may be lax in not wrapping these solutions up 
in a pretty package. My experience has been, 
however, that the problems which crowd upon 
us are too numerous for us to formalize or 
formulate our answers and let them rest there. 
It is too easy to formulate and forget. A 
healthier recipe is a constant process of 
analysis, adaptation, and action. The CED 
has helped develop this recipe during the past 
eight years. 


Growth of CED 


When CED was launched “in the dark days 
of 1942”—to borrow a phrase from Thomas 
-B. McCabe, founding member of CED and 
now chairman of the Board of Governors of 
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the Federal Reserve System—the organiza- 
tion’s purpose was action to avert large-scale 
unemployment after the war by mobilizing 
the nation’s businessmen for a rapid switch- 
back to peacetime manufacture. 

CED’s long-run purpose was and is to con- 
duct a continuing attack on the causes of 
depression and inflation through objective, 
impersonal study of the problems which cre- 
ate them. Occasional “Statements on National 
Policy” are one of the means through which 
CED seeks to attain these objectives. 

A program of research studies which brings 
the advanced thinking of economists into the 
field of business action is another of the paths 
we follow to our goals. 

A third and more recent trail-blazing step 
has to do with business education. It is in this 
field that we see opportunity for long-term 
gains in developing a broad, general under- 
standing of the economy and its practices. 

' This development came about naturally. 
Several college presidents had witnessed the 
practical results of the CED research meth- 
ods applied to national problems. They urged 
that these same methods be extended to 


- regional and community affairs. 


The Business-Education Committee 


The CED bylaws outline the specific pur- 
poses to be followed by a Business-Education 
Committee, as follows: 

“Tt shall be the responsibility of the Busi- 
ness-Education Committee to encourage co- 
operative projects of economic research and 
education between businessmen and educa- 
tors; to promote and assist regional applica- 
tion of the research methods of the CED and 
to service requests for Statements on National 
Policy, Research Reports and Supplementary 
Papers in the schools, colleges and universities.” 

Our Business-Education Committee, under 
the chairmanship of James F. Brownlee of 
Fairfield, Conn., a partner of J. H. Whitney 
and Company, and composed of seven busi- 
nessmen and six educators, started to put 
these ideas into action. 

Twelve experimental projects were initiated. 


These came under the close scrutiny of re- 
view and anaylsis a year ago. Several prob- 
lems in the field of business-education were 
stated and answers sought. 

Definite affirmative results were found in 
three of these: Is the college the proper place 
for leadership of such undertakings? Can re- 
sponsible research material be used to improve 
public understanding of economic problems? 
Can better-informed leadership be developed 
in the community? 

CED is presently working with more than 
twenty-five colleges and universities on pro- 
jects designed to raise the level of economic 
understanding. A number of similar projects 
are under way, or will soon be under way, 
with other educational institutions. CED is 
cooperating in a summer workshop program 
devoted to improving the teaching of eco- 
nomics in secondary schools. More than a 
thousand colleges and secondary schools have 
requested statements on national policy for 
use as texts and reference material. 

We have learned one specific lesson during 
these years of pioneering. It is that a com- 
bination of educators, businessmen, and other 
community leaders is able to accomplish a 
great deal more than any one of them could 
as individuals or in isolated groups. 


Key Concepts 

Underlying this work on the long-range 
education program and the more immediate 
ones, as recognized in our Statements on 
National Policy, are three key concepts of 
the CED’s aims and activities: 

1. The responsibility of business leaders to 
place the general welfare ahead of special 
interests; 

2. Personal investment, by heads of major 
business enterprises, of their own time and 
skill in objective analysis of the nation’s eco- 
nomic problems, with businessmen and schol- 
ars pooling knowledge and viewpoints to de- 
velop sound business and public policies; 

3. A program to increase understanding of 
the causes and cures of the economy’s weak- 
ness. 
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The Research and Policy Committee has 
operated the past few years under such dis- 
tinguished leaders as Marion B. Folsom, 
Treasurer and Director of the Eastman Kodak 
Company; Philip D. Reed, Chairman of the 
Board of the General Electric Company; 
Raymond Rubicam, a founder of Young & 
Rubicam; and Ralph Flanders, now United 
States Senator from Vermont. The Research 
Advisory Board is under the chairmanship of 
Sumner H. Slichter, distingished Harvard 
economist. 

In describing the CED, Paul G. Hoffman, 
a founder and the organization’s first chair- 
man, once said, “I think it is very important 
that we as a group think of ourselves not as 
‘right,’ ‘left,’ ‘conservative,’ or ‘radical,’ but 
as responsible. What we are trying to do is to 
get at the facts about the way this economy 
functions, to face the facts and then go down 
the roads indicated.” 


Policy Statements 


Taken as a whole CED policy statements 
reflect an integrated and positive economic 
philosophy. They are our cutting blade for 
striking at the roots of ignorance about our 
economic system. They, at the same time, 
afford indicators of how to strengthen and 
extend the system. 

Within these statements are to be found 
recommendations for strengthening and pre- 
serving our free economy, many of which 
have gone into practice without fanfare. 

All of us lived through the staggering de- 
pression of the 1930’s. We have seen the 
paralysis which overtakes the economy in a 
depression. We have also lived through one 
of the worst inflations of our history in the 
past few years. 

But despite these feast or famine condi- 
tions our economy has been free. Except in 
wartime, individuals and businesses have been 
free to make their own economic decisions 
subject only to legal restraints aimed at keep- 
ing us from stepping on each other’s toes. 

Our human and natural resources have, 
under this free economy, been used and de- 
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veloped so fully because each citizen has been 
able to develop his own abilities as he wished 
and receive a commensurate reward. 


Preventing Booms and Busts 


Yet the dark side to our economic environ- 
ment has been the booms and busts which 
have occurred with discouraging frequency. 
I deny that these wide swings are inherent in 
the free economy. With a program designed 
to promote greater stability while retaining 
the free economy, we can avoid the widest 
swings and reduce the business cycle to more 
tolerable limits. 

The great mass of our people have resolved 
that we must avoid future depressions and in- 
flations. This resolve has taken many forms. 
We of CED have made this greater economic 
stability within the free and growing economy 
our first order of business. 

We must avoid the impairment of the free 
market; we must preserve the capitalistic free 
enterprise system. We must avoid the destruc- 
tion of individual incentive and ingenuity; we 
must continue to have an economic environ- 
ment in which inventiveness, initiative and 
hard work will be rewarded. 

We must avoid destroying the growth of 
productivity without which rising living stan- 
dards and economic growth are impossible. 

CED wants stability without hurting the 
free economy, and it wants that stability at a 
high level of employment. It wants dynamic 
stability—stability in a growing economy 
accompanied by rising productivity and stand- 
ards of living. 

CED has come to the conclusion that 
there are three main fields for action in reach- 
ing this goal. These fields are monetary 
policy, fiscal policy, and debt management 
policy. That is the area in which government 
will do its part. 

All three are essential functions of the 
federal government; government has to pro- 
vide a monetary system; it has to tax the 
public in order to fulfill its obligations; and 
it is responsible for the national debt which 
it has contracted. 
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Fiscal Policy 

For most of us fiscal policy is the closest 
to home, for it is concerned with the federal 
budget and taxes. The job of fiscal policy is 
to control the relationship between govern- 
ment expenditure and revenues. In 1947, 
CED presented a program for controlling 
taxes and the budget in a way which we think 
will have a stabilizing effect on the economy. 

It is called the stabilizing budget policy. It 
was set up with four objectives in mind. First, 
the policy contributes to greater economic 
stability. Second, it promotes economy in gov- 
ernment. Third, it provides for debt reduc- 
tion. And fourth, it avoids frequent changes 
in tax rates, which are upsetting to business 
and individuals. 

The stabilizing budget policy says: “Set 
tax rates to balance the budget and provide 
a surplus for debt retirement at an agreed 
high level of employment and national in- 
come. Having set these rates, leave them alone 
unless there is some major change in national 
policy or condition of national life.” 


Monetary Policy 


Monetary policy has to do with managing 
the nation’s supply of money and credit. It 
has one advantage over most other policies 
run by the government; it is highly flexible, 
and policies can be changed quickly in re- 
sponse to a change in economic conditions. 

By influencing the supply of money and 
credit, monetary policy can influence the eco- 
nomic climate. It does not clamp controls on 
particular industries or individuals. All it does 
is encourage or discourage expansion or con- 
traction of business activity in general. This 
is done through bank operations, by way of 
the Federal Reserve System. The Federal Re- 
serve’s instruments for handling the job are 
open market operations and the regulation of 
bank reserve requirements. 

By changing the reserve requirements of 
banks, the Federal Reserve System can also 
affect the economic climate and counteract 
undesirable economic trends. Monetary pol- 
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icy, if properly managed, is an important 
force promoting greater economic stability. 


Debt Management Policy 


Debt management policy also has a vital 
role in a stabilization program. It too is 
impersonal. When the federal government 
sells securities, it can influence the course of 
the economy. This is done by selling bonds or 
other securities to institutions or individuals 
in ways that will promote or discourage ex- 
pansion or contraction of the economy. It is 
also done through debt retirement designed 
to contribute to greater economic stability. 

When the government has a deficit, it 
makes up the difference between receipts and 
expenditures by selling government securities. 
But this is by no means the only time that 
debt management comes into play. We have 
a huge national debt, and large amounts of 
government securities come due almost every 
year. This matured debt has to be refunded 
—replaced with new securities. By selling 
new securities in a way that will contribute 
to greater economic stability, the managers of 
the national debt can make an important con- 
tribution to the program. 

This, in skeleton form, is the main portion 
of CED’s views on what the government can 
do to promote more moderate swings of the 
economy. We have published statements cover- 
ing these policies in much greater detail. 

Stability is not a matter for government 
action only. Labor, agriculture, and all the 
many industries of the country can act in 
ways that will contribute to this desired more 
stable economy. So can state and local gov- 
ernments. 

In 1949 almost 700,000 people joined the 
labor force, and jobs must be provided for 
them and those to follow. Such provision is 
essential to the maintenance of a free econ- 
omy. But to do so the economy must not re- 
main static though it should be less subject 
to extreme fluctuations. Greater economic 
stability must be achieved in an unfolding 
and developing economy where private enter- 
prise and other private—as distinguished 
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from government—agencies offer employment, 

Another reason our economy must grow is 
that we Americans have made a rising stan- 
dard of living one of our national goals. The 
steady increase in our material well-being has 
been the envy of the rest of the world. 

This fact underscores the third necessity 
for continuing our growing economy in the 
framework of free private capitalism. 


The World Struggle 


We are today the leaders of the free world. 
Through maintenance of our economic 
strength, supported by the moral right to 
champion free peoples the world over, we ful- 
fill our obligation to stand as a_ bulwark 
against communism. Other free, democratic 
nations are so strengthened. To lose the 
dynamic growth that has characterized our 
economy would be to lose this fight for sur- 
vival of freedom. 

Growth is inherent in a free and competi- 
tive economy. A free society provides an at- 
mosphere in which men seek to better them- 
selves. One way in which this takes place is 
through invention and discovery of new pro- 
ducts, improvement of old ones, and a con- 
stant surge of progress. 

It is the free economy in such a free society 
that provides the demand for these products. 
It sifts out the failures and brings success to 
the developments which seize the imagination 
of the public. 

In a free society, men are never content 
with what they have; they are constantly 
striving for material progress. 

Such men have a vital stake in the estab- 
lishment and continuation of an American 
economy where new industries, new busi- 
nesses, and new opportunities abound. 

They view with concern any obstacles 
placed in the way of their development—tech- 
nologically, economically, or politically. Here 
again, government has the opportunity to set 


the climate for the private investment that 


makes such progress possible. 
Our tax structure, in need of reform, must 
be viewed in the light of removal of obsolete, 
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unnecessary impedimenta which chill the en- 
thusiasm for venture capital. 


Productivity and Real Incomes 


Basically, however, productivity is the ma- 
jor factor in this sweep toward the future 
with jobs enough for all. Fortunately there 
has been a steady rise in the productivity of 
the American business institutions. For real 
economic growth is measured, not in terms of 
dollars, but in terms of output per man-hour. 

Our living standards, which have risen 
faster and attained a higher level in the 
United States than anywhere else in the 
world, are sustained by high production. 

Statistics prove this. For example, our 
population has increased sixfold since 1850, 
but our total output—during these same 
years—grew over twenty-five times. 

Our per capita real income has risen more 
than fourfold in one hundred years—a world’s 
record established by the American system of 
free capitalistic enterprise. 

Not only has this standard of living im- 
proved, but the American way of life in the 
quality of daily living has kept pace. We are 
not only at a high level, but a better level. 

CED recognizes and appreciates these past 
accomplishments. But its face is to the future. 
While not claiming any extraordinary ability 
to do any crystal-ball-gazing, we do feel that 
this second half of the twentieth century 
opens with four definite facts which any de- 
veloping American economy must acknowl- 
edge: 

First, the United States is a central force 
in the maintenance and development of the 
democratic free society throughout the world. 

Second, we are a major source of aid in the 
recovery of nations still burdened by the social 
and economic dislocations of a destructive de- 
pression and the world’s worst war. 

Third, the peoples in the underdeveloped 
areas look to us for economic assistance and 
counsel in bettering their living conditions. 

Fourth, in the normal trading of the world 
we now constitute the largest factor. 
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The Vital Questions 

It is in the light of these facts that CED 
views the coming years and ponders these 
questions: 

Can the American economy of free capital- 
istic enterprise carry the load? 

Can it continue its dynamic growth, im- 
proving the standards of living conditions 
throughout our own nation and contribute to 
their betterment elsewhere? 

Can extreme swings in the economy—boom 
or bust—be eliminated? 

Eight years of close contact with all phases 
of American economic interests convince us 
that the answer to all these questions is “yes.” 
CED knows that the capacity for such per- 
formance is inherent in our nation. 

We believe that this capacity can be trans- 
lated into effective economic performance, but 
not without effort. Not without a real probing 
into methods with the adoption of new paths 
and the forsaking of other paths—no matter 
how time-honored— for the road to a produc- 
tive, peaceful future. 

It will require honesty of purpose, honesty 
of endeavor, and a high standard of under- 
standing. Such understanding is not a thing 
of revelation but of study and investigation. 

It is in this area of activity that the matter 
of business-education again is thrust into the 
spotlight. For we have the Biblical exhorta- 
tion to “Get wisdom; and with all thy getting 
get understanding.” 

Perhaps, then, this key to the future which 
will open the door to the America patterned 
by the Founding Fathers is in the hands of 
the educators in the field of economics. 

For it is in such knowledge that strength 
lies—the kind of strength which CED has 
found in abundance within the framework of 
our system of free capitalistic enterprise; the 
kind of strength that can bear the burden of 
the future with confidence and hope. 
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Here, at last, is an organization enga 
in determining the underlying principl 
of organizing and managing human activity 


ed 
es 


Research in Human Relations 


T are the conditions which result in 

high productivity and high job satis- 

faction, and what circumstances have an ad- 

verse effect? Answers to these and other im- 

portant questions are being sought and found 

by the Institute for Social Research of the 
University of Michigan. 

This Institute, one of the largest and most 
important of its kind in the world, is under 
the direction of Dr. Rensis Likert and has 
two divisions. One is called the Research 
Center for Group Dynamics and is directed 
by Dr. Dorwin Cartwright. A report on some 
of its activities will appear in a forthcoming 
issue of the Review. 

The other division of the Institute is the 
Survey Research Center, led by Dr. Angus 
Campbell. This group is widely known for its 
studies of consumer finances made for the 
Federal Reserve Board. The full story of the 
Survey Research Center’s activities is too 
elaborate to be presented at this time, but the 
human relations program will be discussed, 
and other programs will appear, in later issues 
of this Review. 


The Program 


The studies now underway by the Survey 
Research Center on the fundamental prob- 
lems of organizing human behavior are, today, 
one of its most important and interesting 
activities. This program was instigated in re- 
sponse to the realization that one of the major 
problems in our society is that of organizing 
people to work together effectively toward a 
common goal. The need for knowledge of 
human relations has become especially acute, 
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due to the rapid advancement of scientific de- 
velopments in the physical sciences and the 
mass production techniques, both of which 
have increased the tempo of living and have 
required a larger number of group activities, 
Moreover, the science of social psychology 
must be extended beyond the academic lab- 
oratory to discover the principles of human 
behavior in our various social organizations. 

These studies, under the joint sponsorship 
of industry and the Office of Naval Research 
and supervised by Dr. Daniel Katz, represent 
a ten-year research program now underway 
at the University of Michigan. The first stage 
of the program is directed at finding condi- 
tions related to good group functioning; the 
second stage will be the experimental appli- 
cation of the initial findings to establish the 
causal nature of these conditions, and the 
training of persons to apply the principles 
developed. The techniques employed in the 
first stage include the use of questionnaire 
and interview procedures, with the results 
closely analyzed and tested for significance 
by statistical means. 

Here are some of the problems which these 
scientists are studying: What is the cause of 
varying productivity between apparently 
equal work groups? What are the relation- 
ships between morale and productivity? What 
is the effect of company external rewards upon 
productive effort? What changes may be in- 
troduced to increase productive effort, and 
how should these changes be introduced? 
What conditions contribute to a high level of 
job satisfaction? Enough progress has already 
been made to yield tentative answers. 
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Program of Studies 


This program, undoubtedly the most am- 
bitious one of its kind ever undertaken and 
comparable only to the famous Western Elec- 
tric Hawthorne experiment, was started in 
August of 1947 by the Survey Research Cen- 
ter. The setting of the first study was in the 
home office of a large insurance company, 
chosen because it offered parallel work groups 
performing the same clerical functions under 
the same general working conditions. 

Realizing that in a single study the results 
might be influenced by factors within the 
working environment, a second study, made 
of maintenance section gangs on a railroad, 
was begun in the fall of 1948. This offered a 
radically different type of worker in a radical- 
ly different working environment, and thereby 
permitted a check upon the findings of the 
insurance company study. 

These two projects provided the funda- 
mental background for further analysis. A 
large public utility furnished the setting for 
a third study, which was concentrated pri- 
marily upon morale within the work group 
and the inter-relationships existing inside the 
entire framework of management. 

Since the initial studies of the program were 
conducted in industrial situations, it seemed 
important to take account of union-manage- 
ment relations. Cooperating with an industrial 
plant and the union representing it, the Sur- 
vey Research Center determined similarities 
and differences in the way in which stewards, 
foremen, and workmen perceived problems and 
the reasons for any differences. 

A fifth study is now underway in still an- 
other heavy industry. This study, now in its 
early stages, is intended to add validity to 
the results of earlier studies and increase the 
investigation into the importance of group 
standards within the work group. 

Of most interest, perhaps, is the pattern of 
findings which is beginning to emerge from 
the research conducted in the projects men- 
tioned above. This is of utmost importance 
because if this pattern is proved valid by 
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further research and analysis of variables, it 
will cause some substantial and fundamental 
changes in management theory and practice. 
The following results are presented to illus- 
trate the significant factors regarding human 
relations in group activity. In the customary 
fashion of scientific investigation, the Cen- 
ter’s experts insist upon classifying these 
findings as “tentative,” and the studies are 
being continued to check validity. 


Company Benefits and Productivity 


The usual assumption in industry that 
workers may be motivated only by external 
rewards and penalties has not been substanti- 
ated in these findings. External rewards fur- 
nished by the company (e.g. company bene- 
fits and recreational programs) have been 
found to have no significant relationship to 
the amount of productive effort put forth by 
these people. However, this does not mean 
that these company efforts have no value. The 
morale produced by external conditions, such 
as making the physical environment pleasant 
and by providing recreational facilities, has 
in many cases created a favorable attitude 
toward the company. 

One factor within the direct control of man- 
agement which appears to significantly in- 
fluence productivity is the character of the 
supervision. When faced with the problem of 
determining the reasons for differences in pro- 
ductivity between two apparently similar 
groups, a large amount of evidence points to 
the character of the supervision. This is per- 
haps not too surprising to anyone as it is 
generally recognized that supervisors have a 
definite influence upon production. The inter- 
esting results are the methods used by the 
better supervisors which resulted in increased 
production. 


Emphasis on Production Undesirable 


The results have shown that the foremen 
who continually emphasize production as the 
major goal do not have high productive rec- 
ords. Moreover, when pressure was applied 
from above for results, productivity was lower 
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than where this direct pressure did not exist. 
These results do not corroborate the principle 
that continual emphasis on production will 
increase the effort exerted by employees. 


Punishment: Not the Most 
Effective Method 


Foremen in high producing groups were 
usually described by their men as less puni- 
tive than foremen in the low producing 
groups. When asked the question, “What does 
your foreman do when you do something 
wrong?” men in the low producing groups 
tended to say, “He bawls us out.” Men in 
high producing groups, however, said, “He 
explains how he wants it done.” Here, evi- 
dence has been obtained substantiating the 
view that punishment results in hostility or 
apathy and that sympathetic help and train- 
ing increase satisfaction and motivation. 

The supervisors in charge of high producers 
tend to play more of a differential role of 
leader than the supervisors in charge of lower 
producing groups. Specifically, they report 
giving more time to long-range planning, giv- 
ing more time to supervision, emphasizing the 
importance of motivating the men, spending 
less time as a production worker, and devot- 
ing more time to training new workers. The 
importance of a competent leader is indicated 
hy the fact that when the supervisor fails to 
act as a leader, a member of the working 
group will spontaneously assume the leader- 
ship role. The better supervisors have confi- 
dence in their abilities and are capable of 
leading, and not pushing the men. 


Employees Are Human 


The fact that the foremen of the higher 
producing sections act more like leaders might 
imply that they tend to remain aloof and un- 
interested in the men. The findings, however, 
show that the opposite is true. These better 
supervisors are more likely to consider inter- 
est in their employees, rather than produc- 
tion, of primary importance in their jobs. 
Also, the more effective supervisors are more 
likely to regard their employees as human 
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beings than as parts of a machine. The atti- 
tudes of the employee-centered high pro- 
ducers are illustrated in typical statements: 

“I try to understand each girl... . You 
have to know what happens outside, too, to 
help them inside (the company).” 

“T have done everything I can to culti- 
vate the feeling that girls can come in and 
talk to me as individuals, openly and freely, 
about any problem.” 


Future Aims 


It is, of course, recognized that the above 
findings are from survey design and not ex- 
perimental design and, for that reason, may 
be limited and only suggestive. The Survey 
Research Center is now conducting extensive 
studies and experimental manipulation of the 
variables to demonstrate more adequately the 
relations which exist and what the limitations 
are. Future conclusions from these studies will 
do much to fill the gap between theory and 
fact and permit greater understanding of 
human elements in group behavior. 

Interested readers may obtain more detailed 
information about the human relations pro- 
grams being conducted by the Survey Re- 
search Center by writing directly to the Insti- 
tute for Social Research, University of Michi- 
gan, Ann Arbor, Michigan. 


Technical reports which are now published 

and available for distribution include: 

A Program of Research on the Funda- 
mental Problems of Organizing Human 
Behavior, a preliminary outline of ob- 
jectives. 

Human Relations Study Techniques, which 
explains some of the steps followed in 
carrying out the objectives of the pro- 
gram. 

Production, Supervision, and Employee 
Morale, based upon the study in the large 
insurance company. 

Other reports based upon different studies, 

and integrated accounts of all the studies, will 
be available in the future. 
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SOVIET STATISTICS MISLEADING 


Some of the elements which cause an up- 
ward bias in statistics coming from the Soviet 
Union, when compared with statistics of other 
countries of the world, are uncovered in the 
March issue of the Journal of the American 
Statistical Association. 

Contrary to the procedure in the other 
major countries, the reporting of crop yields 
has been prohibited in the Soviet Union since 
1933. Only estimates of the crops before har- 
vest are permitted to be recorded and this 
estimating is fully concentrated in the hands 
of the central government. The figures are 
then published as a percentage of the previous 
year rather than in tons, bushels, or acres. 

The important indexes of industrial pro- 
duction are prepared in terms of the so-called 
“unchangeable 1926-27 prices,” which im- 
plies an upward bias of at least 33 per cent. 
Productivity of labor computed from the in- 
dustrial output, in terms of those arbitrary 
prices, repeats fully the exaggeration of the 
output figures. 


* * 


DISTRIBUTION OF NATIONAL DEBT 


A substantial part of the national debt, 
totaling $256 billion, is held by the banking 
system according to statistics in the May issue 
of the Federal Reserve Bulletin. 

Holdings of federal securities by the bank- 
ing system, including both commercial and 
savings banks, totaled $96 billion in April, 
1950. Individuals accounted for another $70 
billion of the national debt. Corporations in- 
cluding insurance companies held federal se- 
curities valued at $32 billion, and the remain- 
der of the government obligations was held by 
the state and local governments and various 
agencies of the federal government. 
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BUSINESS BRIEFS 


FURNITURE MARKET 


APPROXIMATELY $3 BILLION 


Consumer expenditures for new furniture 
reached a new high in the first quarter of 
1950 as they exceeded a $3 billion annual 
rate. This figure, as reported in the Survey of 
Current Business, is more than double (in 
dollar amount) the total purchased in any 
prewar year. 

Likewise in quantity terms, purchases of 
furniture during the early months of 1950 
were higher than ever. Volume was nearly 30 
per cent above the prewar high of 1940, and 
more than 50 per cent greater than in 1929 
and 1939. 


* *x 


FARMERS’ CO-OPS 


Farm co-operatives are today flourishing as 
never before, and more than half of the na- 
tion’s farm families belong to one or more of 
these organizations. The growth in member- 
ship has been at the rate of about half a 
million new patrons annually and shows no 
signs of slackening. 

The major function of these co-operatives 
is in the marketing of the farmers’ crops; and 
in 1948 their sales totaled $6.8 billion which 
is three times the prewar figure of $2.3 billion 
in the 1940 marketing season. This means 
that about a fifth of the United States gross 
farm income is now obtained through co-op- 
eratives. 

Many co-operatives do more than just sell 
the farm products; some harvest the farmers’ 
crops, and co-operative factories will process, 
package, and store the food in preparation for 
moving it into the trade channels. Others dis- 
tribute many of the supplies needed in the 
operation of a farm. In 1948, co-operatives 
sold to farmers, goods worth $1.8 billion. 


HIGH DEMAND FOR HOMES, 
TELEVISION, AND AUTOMOBILES 


The consumer demand for new homes, tele- 
vision sets, and automobiles is expected to 
remain at a high level throughout 1950, ac- 
cording to a preliminary summary of the 1950 
Survey of Consumer Finances conducted by 
the Survey Research Center of the University 
of Michigan, for the Federal Reserve Board. 

The Center estimates that over one million 
consumers have definite plans to buy new 
houses in 1950. This represents a stronger 
demand for houses priced below $10,000 than 
was evidenced in 1949 and about the same 
demand as last year for homes priced above 
that level. 

Compared with a year ago, considerably 
more than twice as many consumers indicated 
their intentions to buy television sets during 
1950. 

In spite of record sales of automobiles in 
1949, the 1950 data indicate substantially the 
same demand for cars as a year ago. 


* * * 


INDUSTRIAL CONSTRUCTION 
DECLINED IN 1949 


For the first time since the end of the war, 
industrial investment in new fixed assets de- 
clined in 1949, according to a recent report 
of the United States Department of Com- 
merce. Nonagricultural business firms spent 
$17.9 billion for new plant and equipment 
during 1949, a decline of $1.3 billion from 
1948. However, the investment rate in 1949 
remained higher, both in dollar terms and 
physical volume, than in any year prior to 
1948. 

The drop in new construction by manu- 
facturing concerns was the major factor con- 
tributing to the decreased capital expendi- 
tures, with activity 30 per cent below 1948. 

Investment in electric and gas utilities, con- 
trary to other industrial construction, reached 
a record total of $3.2 billion in 1949, an ad- 
vance of 18 per cent over the previous year. 
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SALVAGE BEET SUGAR WASTE 


Massachusetts Institute of Technology en- 
gineers have brought new benefits to human- 
ity in a new method of salvaging beet sugar 
waste. This process, states the Wall Street 
Journal, will mean more money to the beet 
sugar refiners, decreased stream pollution, and 
a sweeter smelling neighborhood around the 
beet sugar refineries. 

Water ordinarily wasted when the great 
tanks of the beet sugar mills are periodically 
flushed out, can now be saved. The new pro- 
cess transforms the fluid from a smelly health 
hazard, four times as powerful as ordinary 
sewage, into a clear solution that can be re- 
used by the refiners. ; 

The men who worked out this approach 
figure that as much as forty million pounds of 
sugar a year may be saved. This saving will 
not all be the familiar granulated variety. 
Much of the salvaged sugar would end up as 
higher sugar content in the molasses, in the 
feed for livestock, and other by-products of 
the refineries. The water saving might reach 
three million gallons a year because the waste 
liquid, once treated, can be used over again. 


* * * 
BANK DEPOSIT INSURANCE 


Under the provisions of the Federal De- 
posit Insurance Corporation, $62 billion, or 
45 per cent of the total deposits in banks are 
insured, according to the February issue of 
the Federal Reserve Bulletin. Of this amount, 
$31 billion are in demand deposits and $29 
billion in saving and time accounts. 

At present, deposit insurance is extended 
on all deposit accounts, but with a maximum 
coverage for individual accounts of $5,000. 
The purpose of deposit insurance is twofold: 
first, it provides protection for the depositor, 
and second, it provides protection for the 
nation as a whole. Preservation of public con- 
fidence in the banks by insuring deposits up 
to a prescribed maximum, makes for stability 
in the level of bank deposits and for stability 
in the nation’s economy. 
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